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THE UNITED STATES POSTAL SAVINGS BANK « 

ON June 25, 1910, by the signature of President Taft and 
largely as the result of his influence, the Postal Savings 
Bank Bill became law. Thus after nearly forty years 
of discussion, occasionally rising to heights of agitation, as 
during the administrations of Postmasters-General Creswell, 
Wanamaker and Meyer; after eight postmasters-general had 
recommended the establishment of postal savings banks 2 and 
ten times as many bills 3 had been introduced into Congress for 
this purpose, the United States finds itself in line with most of the 
other great nations of the world in this matter. 4 This is not, 
however, the first experience of the United States with postal 
savings banks. To be exact, this will be the third postal savings 
bank to exist under the American flag; the first being the 
Hawaiian postal savings bank, which was established in 1886 
and was closed shortly after the American annexation in 1898, 
and the second being the Philippine postal savings bank, which 
has been in successful operation since 1906. 

A consideration of the forty years of discussion concerning 
the establishment of a postal savings-bank system in the United 
States does not fall within the scope of this paper, which is 
primarily concerned with the legislation of 19 10. It will be 

1 In the preparation of this article the writer has been greatly assisted by an un- 
published report on the subject by Mr. Raleigh S. Rife, a graduate student in Cor- 
nell University. 

'The recommendations of postmasters-general from 1871 to the present time, to- 
gether with other valuable material illustrating the movement for postal savings banks 
in the United States, are summarized in a speech in the House of Representatives by 
George Edmond Foss of Massachusetts. Congressional Record, June 20, 1910, pp. 
8709 et seq. 

3 For a list of bills, see Report no. 1445, House of Representatives, 61st Congress, 
Second Session (June 7, 1910), pp. 63-66. 

4 For descriptions and statistics of the different postal savings banks of the world, 
see Notes on the Postal Savings Banks Systems of the Leading Countries, National 
Monetary Commission Report, Senate Document no. 658, 61st Congress, Third 
Session. 
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necessary to consider only the events immediately leading to 
that legislation. 

The panic of 1907 was characterized by a widespread lack of 
confidence in banking institutions. 

Everywhere the banks suddenly found themselves confronted with de- 
mands for money by frightened depositors; everywhere, also, banks 
manifested a lack of confidence in each other. . . . Explanation is simple, 
however, if the course of our previous crises is recalled. Seven times 
during the last century the banks suspended payment in some measure 
at least, and there has been a currency premium, the last occasion 
having been so recent as 1893. There is a well grounded belief among 
the people that it will be difficult to secure cash during periods of 
economic disturbance. 1 

Add to the hardships of this panic the numerous recent scan- 
dals in " high finance," particularly those connected with New 
York banks, and it is not surprising that among certain classes 
in the country a lack of confidence in banking institutions 
should have been manifested. This distrust of banks led to 
the propaganda for the guaranty of bank deposits and to a 
renewal of the agitation for postal savings banks. Postmaster- 
General Cortelyou, in his annual report for 1906, 2 had merely 
mentioned postal savings banks in connection with other pro- 
jects, " the merits and defects ... of which should have in the 
not distant future the fullest consideration." In the three suc- 
ceeding annual reports, the postmaster-general strongly urged 
the establishment of postal savings banks. Before the panic of 
1907 was over, and while currency was still at a premium in 
New York, the newly created state of Oklahoma passed a law, 
December 17, 1907, providing for the guarantee of bank de- 
posits ; and in the course of the next two years four other 
states, Kansas, Nebraska, South Dakota and Texas, passed 
deposit guaranty acts. 3 President Roosevelt in his messages of 

'O. M. W. Sprague, History of Crises under the National Banking System, National 
Monetary Commission Report, Senate Document no. 538, 61st Congress, Second 
Session, pp. 259, 260. 

•Report of the Postmaster General, 1906, p. 81. 

3 Cf. Thornton Cooke, " Insurance of Bank Deposits in the West," in Quarterly 
Journal of Economics, vol. xxiv, pp. 85-108, and vol. xxv, pp. 327-390. 
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December, 1907, and March, 1908, favored a postal savings- 
bank system. 1 In June, 1908, the Republican National Con- 
vention included in its platform a plank favoring " the estab- 
lishment of a postal savings-bank system for the convenience of 
the people and the encouragement of thrift." The Democratic 
platform, adopted a few weeks later at Denver, after expressing 
a desire for government guaranty of bank deposits, said : 

We favor a postal savings bank if the guaranteed bank cannot be 
secured, and that it be constituted so as to keep the deposited money 
in the communities where it is established. But we condemn the policy 
of the Republican party in proposing postal savings banks under a 
plan of conduct by which they will aggregate the deposits of rural com- 
munities and redeposit the same while under government charge in the 
banks of Wall Street, thus depleting the circulating medium of the pro- 
ducing regions and unjustly favoring the speculative markets. 

The Prohibition party platform advocated " the establishment 
of postal savings banks and the guarantee of deposits in 
banks " ; the Populist platform demanded " that postal savings 
banks be instituted for the savings of the people"; and the 
Independence League platform declared " government postal 
savings banks should be established where the people's deposits 
will be secure, the money to be loaned to the people in the 
locality of the several banks at a rate of interest to be fixed by 
the government." With such unanimity of opinion in all the 
political parties, the question of postal savings banks did not 
figure prominently in the campaign. There was, however, 
considerable discussion of the proposal for guaranteeing bank 
deposits. 

After the election, some of the leaders of the Republican 
party, particularly President Taft, who had for years been a 
believer in postal savings banks, began to urge upon Congress 
compliance with the Republican platform pledge to establish a 
postal savings-bank system. The subject received the attention 
of the Sixty-first Congress, in its second session. Disregarding 
the other postal savings-bank bills introduced at this session, 

1 Congressional Record, December 3, 1907, p. 77, and March 25, 1908. 



No. 3] THE UNITED STATES POSTAL SAVINGS BANK 465 

we may confine our attention to the legislative history of the 
so-called Carter bill, which eventually became law. This bill 
was introduced January 26, 1910, by Senator Thomas H. Carter 
of Montana and was referred to the Committee on Post Offices 
and Post Roads, of which Senator Carter was a member. It 
was reported back by the committee on the following day. 
The bill with various amendments passed the Senate on March 
5 by a vote of 50 to 22, only one Democrat voting for it. 1 
It was referred to the House on March 7, where it was ex- 
tensively amended and was finally passed, June 9, by a vote of 
196 to 101, only 22 Democrats voting " yes." 2 The Senate 
concurred in the House amendments on June 22, by a vote of 
44 to 25, only one Democrat voting with the majority 3 ; and 
the bill was signed by the president three days later.* 

Before considering the specific provisions of the Postal Sav- 
ings Bank Act as finally passed, it may be well to notice the 
chief arguments advanced for and against the general proposi- 
tion to establish a postal savings-bank system of any kind. 
In spite of the numerous differences in the postal savings-bank 
systems of the forty-odd countries possessing them, there are 
certain fundamental features common to all. Whatever else a 
postal savings bank may be, it is without exception an institu- 
tion working principally through the post offices, and its primary 
object is the encouragement of thrift among the poorer classes 
by providing safe and convenient places for the deposit of sav- 
ings at a comparatively low rate of interest. In the discussion 
of the postal savings-bank proposition in this country, no one 
questioned the desirability of encouraging habits of economy 
and thrift on the part of the public, nor was there any question 
that adequate savings-bank facilities should be provided for 
this purpose ; the debate hinged very largely upon the question 
whether adequate facilities of this character were not already 
provided by private initiative. 

1 Congressional Record, March 5, 1910, p. 2831. 

1 Ibid. June 9, 1910, p. 7957. 3 Ibid. June 22, 1910, p. 9073. 

4 The legislative history of the bill (Senate Bill 5876) was summarized in the House 
in a speech by Representative David J. Foster, June 9, 1910. Congressional Record, 
June 20, 1910, p. 8753. 
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The advocates of a postal savings bank claimed that adequate 
savings facilities were not and could not be provided by private 
enterprise, because of the expense of conducting savings banks 
in small communities, and also in larger communities where the 
people were not yet educated to the saving habit ; and they 
pointed particularly to the lack of savings facilities in the 
southern and western states. 

Postmaster-General George von L. Meyer, in his report for 
1908 (pages 12, 13), cited figures from the comptroller of the 
currency, showing that the deposits in savings banks in the 
United States at that time amounted to $3,660,553,945 ; that 72 
per cent of this amount was deposited in the New England states 
and New York ; and that 98.4 per cent was deposited in fourteen 
states, leaving only 1 .6 per cent to the remaining states and all the 
territories. These figures were severely criticized by the bank- 
ing fraternity, on the ground that they referred only to mutual 
and stock savings banks, whereas the savings deposits of the 
country included also amounts deposited in the savings depart- 
ments of other banks. A report was prepared for the committee 
on postal savings banks of the savings-bank section of the 
American Bankers Association, under date of May, 1909, criti- 
cizing the official statistics and offering supplementary figures, 
showing that the savings of the American people amounted to 
about nine and a half billion dollars, exclusive of deposits in 
school savings banks, " private investments of small savings in 
bonds," and " the savings invested in homes and homesteads." 
The bankers' figures included the accumulations of building and 
loan associations ($745,993,000) and the assets of life-insurance 
companies ($3,159,581,000). Obviously the term savings is a 
very elastic one, and, when it is carried beyond the field of 
small and relatively permanent deposits in banking institutions 
and into the field of investments, it is given an extension diffi- 
cult to limit and of little use in a study of savings-bank facilities. 

In December, 1909, the National Monetary Commission pub- 
lished its special report, giving the banking statistics of the 
country as of 1909. 1 It estimated the number of banks and 

1 Senate Document no. 225, 61st Congress, Second Session. 
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banking firms in the United States at 25,000. " Of this num- 
ber reports were obtained from all but about 2500, the omis- 
sions being chiefly of concerns whose business is confined to 
brokerage and exchange " * and which would be negligible as 
savings depositories. Exactly what proportion of the reporting 
banks carried savings accounts is not known, as some of them 
did not answer the inquiries referring to this subject. The 
figures given, however, show that of the 6585 national banks in 
the United States (excluding island possessions and Alaska) 
35 1 1 reported savings accounts, with a total of 1,964,223 sav- 
ings depositors and savings deposits of $756,827, 891. 3 Of the 
8239 state banks reporting, 4675 reported savings accounts, 
with a total of 2,195,727 savings depositors and saving deposits 
amounting to $592,949,131.3 627 mutual savings banks re- 
ported 7,204,579 depositors with total deposits of $3,138,763,- 
705 4 ; 913 stock savings banks reported 1,412,634 savings 
depositors with total deposits of $495,178,368. Of 993 private 
banks, 560 reported savings accounts, with 130,865 savings de- 
positors and total savings deposits of $32,444,593, of which 
approximately half were certificates of deposit or time deposits. 5 
Of the 862 loan and trust companies reporting, 696 carried 
savings accounts with 1,965,333 savings depositors and total 
savings deposits of $657,697,4I7. 6 Grouping all of these 
classes of banks together, we have 18,219 banks making reply 
to the inquiries concerning savings accounts. Of this number 
10,982 carried savings accounts, and they had 14,873,361 sav- 
ings depositors and savings deposits of $5,673,861,104. 

The first of the following tables shows the degree to which the 
various parts of the country were provided with saving facilities in 
1 909, and the degree to which they were provided with independ- 
ent post-offices. Comparison of these figures shows that the 
country is not nearly so well provided with banks receiving sav- 
ings accounts as with post-offices. In the United States there 
are 270 square miles of territory to each bank carrying savings 
accounts and 50 square miles to each post-office ; there is a 

1 Ibid., p. 3. ' Ibid. pp. 36-39. 3 Ibid. pp. 40-43. 

4 Ibid. p. 44. 5 Ibid. p. 48. 8 Ibid. p. 52. 
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Table I. Comparison of Savings-Bank Facilities and of 









SAVINGS BANKS ' 


OTHER BANKS CARRYING 
SAVINGS ACCOUNTS 3 


SECTION AND STATE 


NUMBER 


NUMBER OF 

SAVINGS 
DEPOSITORS 


AMOUNT OF 

SAVINGS 

DEPOSITS 

(000) 


NUMBER 


NUMBER OF 
SAVINGS 

DEPOSITORS 


AMOUNT OF 

SAVINGS 

DEPOSITS 

(OOO) 


New England State 
Maine 

New Hampshire 
Vermont 
Massachusetts . 
Rhode Island . 
Connecticut . . 


!.• 


Si 

51 

21 

187 
18 

85 


226,166 

174,341 

104,620 

2,002,010 

130,231 

540,672 


$87,410 
77.693 
39.471 

728,497 
69,298 

255,811 


80 
21 

53 
57 
13 
13 


106,521 
23,416 
73.965 
47,127 
62,l84 
13.229 


$31,369 

6,366 

26,423 

18,653 

47,272 

3.907 


Total . . 

Eastern States : 
New York . 
New Jersey . . 
Pennsylvania . . 
Delaware . . . 
Maryland . 
District of Colum 


bij 


i. 


413 

137 

27 

11 

2 

44 
12 


3,178,040 

2,760,343 

297,200 

452,487 

25,380 

243.569 
54,069 


$1,258,180 

1,405,240 

98,131 
166,095 

9,135 
88,425 
11,296 


237 

414 

218 

956 

27 

118 

5 


326,442 
478,547 

344,668 
817,536 

10,288 
102,748 

33.642 


$133,990 

189,800 
110,417 

354.393 

2,493 

37,252 

7,597 


Total 

Southern States : 

Virginia 

West Virginia . . . 
North Carolina . . . 
South Carolina . . . 

Alabama 

Arkansas 

Tennessee . ... 
Mississippi . . 


233 

20 

10 

21 

22 

16 

4 

7 

8 

4 

9 

21 

12 


3,843,048 

32,212 
28,681 

37.967 
27,129 

3L953 

6.295 

12,271 

46,474 

2,406 

9,368 

37.992 

7,640 


$1,778,322 

9.257 
5,652 
6,231 

8,502 
7.H7 

955 

1,861 

12,540 

534 

1,080 

11, in 

2,003 


i,738 

"5 
145 

214 

137 

234 

93 

88 

105 

127 

81 

174 
127 

"3 


1,777,429 

94,655 
62,947 

65.777 
39.424 
67,283 
32,085 
38,454 
34,259 
34,484 
11,781 
50,226 

47.651 
23,911 


$701,952 

33.861 

17,802 

11,970 

10,198 

12,699 

7,618 

5.950 

8,816 

9.158 

2,399 

20,293 

10,216 

5.429 


Total 

Middle Western States 

Ohio 

Indiana . ... 

Wisconsin . . 




154 

41 
5 

14 

3 

11 

474 


280,388 

295,222 
32,039 

74.178 
6,249 

92,544 
315,645 


$66,843 

97,854 
io,975 

30,490 

1.145 

21,770 

115,619 


1,753 
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328 
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566,294 
239,182 
821.203 
532.8' 1 
318,716 
164,725 
103,901 
218,555 


$156,409 

176,428 
57,9io 
258,315 
143.947 
77,883 
43.167 
38,361 
49.i8i 




Total. . . . 
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3>43 2 


2,965.385 


$845,192 
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Post-Office Facilities in United States, 1909. 1 
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228 
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19 
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74 
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21 
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6.0 
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33 


10 


13,800 
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5.0 
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33 
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46 
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3-9 
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68 


17 


6,980 
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3-9 
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61 
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17 
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4 
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Table I. Comparison of Savings-Bank Facilities and of 
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55.728 
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29,195 


$13,114 

3,793 

1,011 

226,123 
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245,087 
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127,462 

10,046 

34.706 

4,657 
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Pacific States : 

Washington .... 


3'.253 
14.031 




55-'05 
1,812 

7.963 
2,400 
1,266 


Idaho . 

Utah 












United States (exclusive 
of island possessions) 


'43 
s i.540 


444.132 
8,617,213 


$239,627 
3.633,939 


657 
9,442 


338,868 
6,256,148 


$113,830 
2,039,919 



population of 8370 to each such bank and of 1542 to each 
post-office; and there are 5.4 post-offices to each bank carrying 
savings accounts. A comparison of the figures for the different 

'The data upon which this table is based were derived from the following sources: 
banking figures, from National Monetary Commission's Special Report from the 
Banks of the United States, April 28, 19C9; post-office figures, from The Postal 
Guide, 1909. The population figures used are those of the Thirteenth Census. 

s The Special Report of the National Monetary Commission from which the sav- 
ings figures of this table were prepared makes the following foot-note comments upon 
its tables: "It is evident from the returns that the direction as to what constitutes 
« savings deposits' appended to the request for reports was not carefully considered 
by the bank officials in all instances, as certificates of deposit, both time and demand, 



No. 3] THE UNITED STATES POSTAL SAVINGS BANK 471 
Post-Office Facilities in United States, 1909.' — Concluded. 
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sections and states shows that it is in the southern, western and 
Pacific states that savings-bank facilities are most lacking. The 
southern states average one bank for every 418 square miles of 

appear to have been included in savings deposits. While the number of savings and 
other depositors in each and all classes of banks is stated and believed to be approxi- 
mately correct, it should be borne in mind that doubtless in many instances the same 
individual may have a checking and a savings deposit account in the same or differ- 
ent banks and in the report he may have been treated as two or more depositors. 
It is probable, however, that such duplications may be offset to a great extent by the 
number of depositors in banks from which returns were not received." 

s Of 1540 savings banks, 627 were mutual savings banks and 913 were stock savings 
banks; 189 savings banks were in reserve cities. 
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territory and one post-office for every 35 square miles, one 
bank for every 13,600 persons and one post-office for every 
1 1 20; the western states average one bank for every 504 
square miles and one post-office for every 1 1 1 , one bank for 
every 4390 persons and one post-office for every 967 ; the 
Pacific states average one bank for every 883 square miles and 
one post-office for every 146, one bank for every 6470 persons 
and one post-office for every 1070. The New England, eastern 
and middle-western states are much better provided with bank- 
ing facilities than are the other sections; but even in these 
states post-office facilities are much more ample than savings- 
bank facilities. 

The case in favor of the post-offices is really much stronger 
than a first glance over Table I would seem to show. In the 
first place, the banks receiving savings are largely massed in 
the cities, each city of importance having a number of such 
institutions, while the post-offices are widely scattered, no city 
having more than one independent post-office. In the second 
place, it should be noted that if the postal savings banks should 
prove a success, depositories would almost certainly be estab- 
lished in numerous sub-stations, not included in the figures 
given in the table, while mail carriers on rural free-delivery 
routes might well be authorized to receive deposits for the 
postal savings banks, as in Holland, 1 Belgium 2 and France. 3 
For the fact that banks receiving savings deposits are to a con- 
siderable extent massed in the larger cities allowance may be 
made, with some approach to accuracy, by deducting the figures 
for " reserve cities," which are fortunately given in the National 
Monetary Commission's Report, and considering the rest of the 
country separately. The result of such a deduction is shown 
in Table II.* 

Conclusions based upon averages of the kind given in these 
two tables must of course be made cautiously, for the figures 

■J. H. Hamilton, Savings Institutions, p. 378. * Ibid. p. 365. 

5 Notes on the Postal Savings Bank Systems of the Leading Countries. National 
Monetary Commission, p. 13. 

4 The sources of the figures are the same as for Table I. 
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are not complete and the possible " fallacy of averages " is well 
known. I believe, however, that the figures are sufficiently 
complete, and the " story of the averages " sufficiently truthful, 
to justify the conclusion that the country is many times over 
better provided with post-office facilities than with savings-bank 
facilities, and that this is particularly true of the southern, 
western and Pacific states. 

An objection repeatedly urged against the establishment of a 
postal savings bank was that it would prove a competitor to 
existing banks. The fear of such competition appears to have 
been the chief cause of the opposition of most members of 
the banking fraternity to all postal savings-banks proposals. 1 
Senator Cummins of Iowa said in the Senate: 

The banks of the United States are opposed unanimously to the insti- 
tution of a postal savings system. ... I venture the assertion that 
during the nearly two years that I have been a member of this body 
... I have received the protests of nearly every bank in my state 
against any such scheme, and those protests have usually been accom- 
panied by a very large number of petitions, secured, I have no doubt, 
through the industry and energy of the bank officers. 2 

It was argued that postal savings banks would have an undue 
advantage over private institutions because of the great confi- 
dence in the government entertained by working people ; and 
it was asserted that funds would be withdrawn from existing 
banks and deposited in the postal savings banks. On this 
point the experience of England was repeatedly cited, where there 

1 The American Bankers' Association was very active in its opposition to a postal 
savings bank. A committee on postal savings banks of the savings-bank section of 
the association carried on for nearly three years an active propaganda against postal 
savings-bank legislation, distributing over the country an immense amount of litera- 
ture and maintaining an active opposition at Washington. Cf. Chronicle, Bankers' 
Convention Supplement, 1909, pp. 207, 208, 211. The following resolution of the 
American Bankers' Association at its convention of 1908 {Chronicle, Supplement, 
1908, p. 131 ) is fairly representative of the altitude of that association and of numer- 
ous state bankers' associations throughout the country: "Resolved, that it is the 
sense of this association that we should condemn in unqualified terms the proposition 
for the establishment of postal savings banks or any other system by which the gov- 
ernment enters directly into banking relations with the people." 

2 Congressional Record, June 20, 1910, pp. 8811, 8812. 
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was a " marked tendency " for the postal savings bank " to 
absorb the patronage that had been built up by the trustee 
banks. . . . " ' In reply, the advocates of postal savings banks 
claimed that existing banks had nothing to fear from govern- 
mental competition ; that they had the advantages of an estab- 
lished clientele, higher interest rates, higher limits, if any, in 
the amounts that could be kept on deposit, and of the close 
personal and advisory relation which so often exists between a 
bank and its customers. They further argued that postal sav- 
ings banks would be a help rather than a hindrance to other 
banks. They would educate the people to habits of thrift and 
would draw money out of hoards ; and the deposits which they 
received would for the most part be transferred to other banks 
as soon as the limit fixed for postal savings-bank deposits should 
be reached, or even before, as the depositor began to appre- 
ciate the safety of other banks and the advantage of their 
higher rate of interest. If the postal savings banks were 
serious competitors of the trustee banks in England, it was 
pointed out that this was largely because of the shortcomings ■ 
of these private banks ; in most other countries, notably in 
Italy ,3 the Netherlands, 4 France s and Hungary, 6 they had been 
found to be not competitors but co-workers. 

The immediate occasion of the last active movement for a 
postal savings-bank system in the United States was, as we 
have seen, the losses and inconveniences arising from bank 
failures and from the suspension of cash payments in the panic 
of 1907. Naturally, therefore, the demand for greater safety 
of savings deposits played an important part in the discussion. 

The advocates of postal savings banks cited figures showing 
the number of national-bank failures and the losses involved, 

1 Hamilton, Savings Institutions, p. 354. Cf. also William Lewins, History of 
Savings Banks, pp. 322 et seq. 

' Cf. Lewins, chaps. 6, 7 and pp. 322 et seq. 

s Hamilton, p. 373; also House Report no. 1445,61st Congress, Third Session, 
p. 2. 

♦Hamilton, p. 380. 5 Ibid. pp. 381, 383. 

*E. T. Heyn, Annals of the American Academy of Political and Social Science, 
vol. viii, p. 488. 
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and similar figures for savings-bank failures in certain states. 
They made much of the large amounts involved and of the 
hardships in individual cases. On the other hand, the oppo- 
nents of the postal savings-bank scheme quite generally dealt 
with percentage figures rather than with absolute amounts and 
showed that for recent years the average losses, in terms of per- 
centage of the amounts on deposit, were almost infinitesimal. 

The figures cited for bank failures, so far as they relate to 
savings deposits, are so incomplete as to be of doubtful value 
in measuring the extent of the losses. 1 Those given by the 
comptroller 2 show that during the eighteen years, 1892-1909, 
there were in the United States 1523 bank failures (exclusive 
of national banks), with total assets of $457,640,000 and total 
liabilities of $565,345,000. In these figures are included 153 
failures of banks which were strictly savings banks, with assets 
of $47,717,000 and liabilities of $51,786,000. Within the 
same period 344 national banks failed (exclusive of those re- 
stored to solvency and permitted to resume business within a 
year of report). In these national-bank failures the net loss to 
depositors so far reported (the data relative to losses are still 
incomplete) has been $ 1 6,806,062 . 3 Doubtless a considerable 
percentage of this sum represented small accounts of a saving 
or " semi-saving" character; how much, we do not know. 

After all, such figures give us no adequate measure for losses 
of this kind. "Among the experiences of working people 
none is more demoralizing and few are more cruel than loss of 
savings through failure of banks or absconding of individuals 
intrusted with funds." 4 To such people there is cold comfort 
in the assurance that the average loss of savings-bank deposi- 
tors over a long period of years is but a fraction of a mill on a 
dollar. The loss is theirs: it is not distributed among all 
depositors. 

1 Commenting upon this subject, Miss Florence Kelly recently said : " It is one of 
the gross sins of omission of our government (state and federal) that we have no 
trustworthy data as to the extent of these losses year by year." Charities, vol. xxi, 
p. 718. s Report, 1909, p. 69. 

•National Monetary Commission, Statistics for the United States, 1867-1909, pp. 
40, 41. 

* Florence Kelly, in Charities, vol. xxi, p. 718. 
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In urging that a postal savings bank would draw money from 
hoards into circulation, the advocates of the scheme claimed 
also that such a bank would keep in the United States money 
that would otherwise be sent abroad by foreigners. Although 
numerous estimates — more correctly, guesses — have been made 
from time to time as to the amount of hoarded money in the 
United States, we have no information of value on this subject. 
The distrust which causes hoarding makes it impossible to se- 
cure information concerning the amount hoarded. Much was 
made of the fact that every year many millions of dollars in 
money orders payable to self are bought for savings purposes. 
The number so bought in first and second class post-offices 
alone for the year ending March 1, 1908, was 127,623, repre- 
senting a total value of $8,oS4,894. 1 In such cases the pur- 
chaser not only failed to receive any interest on his savings but 
was required to pay the money-order fee. Many immigrants, 
moreover, distrust American banks, and, being familiar with 
postal savings banks in their home countries and having great 
confidence in government institutions, remit their savings to 
these home banks. How extensively this is done we have no 
figures to show." 

Passing now from these general arguments, which played an 
important r61e in the agitation for a postal savings-bank system, 
we may proceed to a study of the chief provisions of the Postal 
Savings Bank Act as finally passed. These will be taken up in 
the following order : (1) administrative organization; (2) de- 
posits and withdrawals ; (3) rate of interest; (4) disposal of 
funds, including investment and deposit in banks, and the ques- 
tion of constitutionality, which is closely related to the subject 
of the investment of funds; (5) expense of administration. 

Administrative organization 
For " the control, supervision, and administration of the postal 
savings depository offices " and of the funds received on depo- 

1 House Document no. 1445, 61st Congress, Second Session, p. 93. 

2 Cf. George von L. Meyer, " Postal Savings Banks "; North American Review, 
vol. clxxxviii, pp. 250-252. 



478 POLITICAL SCIENCE QUARTERLY [Vol. XXVI 

sit, the first section of the act creates a Board of Trustees, con- 
sisting of the postmaster-general, the secretary of the treasury 
and the attorney-general. On these trustees is conferred 
" power to make all necessary and proper regulations for the 
receipt, transmittal, custody, deposit, investment and repayment 
of the funds deposited at postal savings-depository offices." 
This board is somewhat similar to the Postal Savings Bank In- 
vestment Board of the Philippines. 1 The three officials are 
supposed to represent respectively three important aspects of 
postal savings-bank work, administrative, financial and legal. 
The establishment of a postal savings bank in the United States 
was looked upon by many of its sponsors as an experiment, and 
it was clearly the intention of Congress to give wide discretion- 
ary powers to the Board of Trustees, so that they might feel 
their way carefully in extending and developing the system. 2 
As it passed the Senate, the bill contained no provision for a 
Board of Trustees with wide discretionary powers but placed 
the administration in the hands of the postmaster-general. 
This likewise was the plan in the substitute bill recommended 
to the House by the minority of the Committee on Post-Office 
and Post Roads. 3 The minority claimed that the creation of a 
Board of Trustees was unnecessary, that it complicated the 
administration, and that the board as created was given too 
much power, particularly in the selecting of post-offices to be 
postal savings depositories. 

The desire to give wide discretionary power to the adminis- 
tration, which was held to require the change from a single 
head to a Board of Trustees, finds expression in the provision 
for opening postal depositories. As the bill came from the 
Senate to the House, it provided for the establishment at once 
of postal savings depositories in all first, second and third-class 
post-offices ; while the bill as it passed the House and finally 
became law. merely authorized the Board of Trustees " to desig- 

1 Kemmerer, " The Philippine Postal Savings Bank"; Annals of the American 
Academy of Political Science, vol. xxx, no. I, p. 48. 

1 Cf. House Report no. 1445, to accompany S. 5876, 61st Congress, Second Ses- 
sion, pp. I, 2. 

s Ibid. p. 103. 
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nate such post-offices as it may select to be postal savings-de- 
pository offices" (section 3). On this point the bill met 
vigorous opposition. It was urged that this was a dangerous 
power to confer upon an administrative board of political ap- 
pointees ; that political motives would dictate the selection of 
places for postal savings depositories ; and that the banking 
interests, with their powerful and organized opposition to postal 
savings banks, would be able to bring sufficient pressure on the 
Board of Trustees to prevent it from establishing depositories 
in important places.' 

By the time the Postal Savings Bank Act had been on the 
statute books a little over eight months, it was found that much 
delay was occasioned by the inability of the three members of 
the Board of Trustees to get together promptly when needed. 
The law was accordingly changed by the Post-office Department 
Appropriation Act of March 4, 1911, and now gives to the post- 
master-general full authority with reference to the designation 
of postal savings depositories, the making of rules concerning 
the deposit and withdrawal of funds, and most other matters 
originally entrusted to the Board of Trustees, except the matter 
of the control and investment of money after it has been de- 
posited. 

Deposits and withdrawals 
The limitations fixed by the law with reference to the char- 
acter of deposits and the persons from whom deposits are 
receivable conform fairly closely to the practices prevailing in 
other countries. Accounts may be opened by any person ten 
years of age or over, but no person shall have more than one 
postal savings account at one time. Deposits are received only 
in sums of a dollar or multiples thereof ; no one is permitted to 
deposit more than one hundred dollars in any one calendar 
month ; and the balance to the credit of any one person shall 
never be allowed to exceed five hundred dollars, exclusive of 

1 Opponents of the bill called attention to the fact that the chairman of the Board 
of Trustees, i. e. the postmaster-general, was the head of a department which had a 
large amount of political patronage, and that the present postmaster-general had re- 
cently been chairman of the Republican National Committee. 
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accumulated interest. It is obvious that these restrictions are 
made for the purpose of confining the use of postal savings 
depositories to small savings and of preventing them from 
competing with banks for the savings of well-to-do depositors. 
To encourage petty savings, particularly among children, postal 
savings stamps in denominations of ten cents are sold, which, 
when pasted upon a card provided for the purpose, may be 
deposited in sums of one dollar. Instead of giving the card 
free, as is the custom in most countries, and providing for the 
attaching to it of adhesive stamps to the full amount, there is 
an interesting innovation in the arrangement that the card is 
sold for ten cents and requires the attachment of only nine ten- 
cent stamps to bring the value to a dollar. 

There is little that is noteworthy in the provisions for with- 
drawing funds. A depositor may withdraw all or any part of 
his funds upon demand, 

under such regulations as the Board of Trustees may prescribe. With- 
drawals shall be paid from the deposits in the State or Territory, so 
far as the postal funds on deposit [in banks] in such State or Territory 
may be sufficient for the purpose, and, so far as practicable, from the 
deposits in the community in which the deposit was made [section 8]. 

This latter provision is of course part of the arrangement for 
keeping " at home" money deposited in the postal savings bank. 
Funds to meet withdrawals are to be paid by postmasters out of 
their daily postal receipts. Each depository, moreover, is to 
keep a small working balance to its credit at a local or neigh- 
boring bank. The size of this "emergency credit" is deter- 
mined for each depository by the Board of Trustees and may 
be increased or diminished at the discretion of the board. " If 
the emergency credit is insufficient to meet the demands of his 
office, he [the postmaster] must immediately report the fact to 
the Board of Trustees, which reserves the right to defer pay- 
ment until the necessary funds can be furnished the post- 
master." x A five-per-cent reserve against all deposits is kept 
by the trustees at the Treasury in Washington (section 9). 

1 Postal Savings System Regulations, promulgated by authority of the Board of 
Trustees, section 16. 
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Thus postal savings depositories are protected against dangers 
arising from sudden runs by a fourfold arrangement. In the 
first place, the postmaster has the use of his daily cash balance ; 
in the second place, he has an elastic " emergency credit " at a 
neighboring bank ; in the third place, there is a five-per-cent 
cash reserve kept in the Treasury of the United States ; and, in 
the fourth place, there is the provision that payment to deposi- 
tors may be deferred. These safeguards (interpreted in con- 
nection with the investment of funds to be referred to later, 1 ) 
would seem to be more than ample to meet any probable 
emergency. In England there is no special reserve require- 
ment for postal savings-bank deposits, and the amount of cash 
kept on hand is very small. 2 This appears to be the rule in 
most other countries. If we consider the practice in the United 
States in the matter of savings-bank reserves and select for 
comparison the most conservative class of savings banks, i. e. 
mutual savings banks, in the two states where they are most 
numerous, we find that in 1910 the 190 mutual savings banks 
of Massachusetts, with over three-quarters of a billion dollars of 
deposits, kept a cash reserve of less than one-fourth of one per 
cent and a reserve of cash on hand and on deposit in other 
banks of 2.25 per cent; and that in the same year the 142 
mutual savings banks of New York state, with over a billion 
and a half of deposits, held a cash reserve of less than nine- 
tenths of one per cent and a reserve of cash on hand and in 
banks of but 6.3 per cent. The 638 mutual savings banks of 
the entire United States, which reported to the comptroller in 
19 10, with total deposits of $3,361,000,000, had cash on hand 
of but $24,463,000, or about three-fourths of one per cent, and 
cash on hand plus net cash in banks of but $1 17,525,000, or 
about 3.5 per cent. 3 

1 Cf. infra, pp. 490, 491. 

* In 1903 it was 0.12 of one per cent of liabilities; in 1904, 0.23; and in 1905, 0.32. 
Bankers' Magazine (London), vol. lxxxii, p. 402. The Economist, in criticizing the 
postal and trustee savings banks of England, said, a generation ago: "Neither of 
them keeps any reserve of ready cash and both of them are entirely dependent on 
the sufficiency or insufficiency of the banking department of the Bank of England." 
Vol. xxxiii, p. 633. 

* Comptroller's Report, 1910, pp. 738, 739. 
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In connection with the matter of deposits and withdrawals 
two more or less controversial questions arose. The first was : 
should the administrative system be highly centralized, as in 
England and in the Philippines, so that records should be kept 
at the central office, where deposits would be credited and to 
which application must be made through a postal savings bank 
for the withdrawal of funds ; or should the system be less cen- 
tralized, the local postmaster keeping records of individual 
accounts, crediting deposits and paying withdrawals directly? 
The first plan, which is carried most nearly to its logical con- 
sequences in the Philippines, and which was embodied in the 
bill introduced by Senator Carter, April 2, 1908 (S. 6484), 
was said to have the advantage of greater safety, because re- 
sponsibility for large sums of money would not be placed 
upon postmasters in all parts of the country. The centralized 
plan would also make it possible for a depositor to make de- 
posits to the credit of his account at any depository in the coun- 
try and to withdraw funds through any depository. The second 
plan, which was adopted, offers the advantages of much 
prompter service and probably of greater economy in adminis- 
tration, because much of the work which would otherwise re- 
quire a large force of clerks at Washington can be done with 
little extra expense by local postmasters. A high degree of 
centralization in such matters is much more difficult in a coun- 
try of great distances like the United States than in a country 
like England. Even in England, moreover, the extreme cen- 
tralization of the postal savings-bank system is breaking down ; 
for since 1905 it has been possible in England to withdraw on 
demand from the local office sums not exceeding one pound. 1 

The second controversial question with reference to deposits 
and withdrawals, which is closely related to the first, is a ques- 
tion of the form in which the depositor's account shall be kept: 
whether by pass book or by some kind of certificate of deposit. 
In all other countries, so far as the writer knows, the depositor's 
account is evidenced to him in the form of a pass book, in 
which debits and credits are entered and balances struck. This 

1 Senate Document no. 658, 61st Congress, Third Session, p. 25. 
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method was proposed for adoption in the majority of the pos- 
tal savings-bank schemes which received the serious attention 
of Congress. It was proposed in the bill which became law, as 
this bill originally passed the Senate. The other plan, that of 
evidencing the account by some sort of certificate of deposit, 
was urged for the United States on the grounds that it would 
be simpler, easier and more economical of administration and 
less open to mistakes and to fraud. 1 After considerable dis- 
cussion of the comparative merits of these plans, Congress 
decided to leave the decision of this question to the Board of 
Trustees (section 5). The decision of the board was in favor 
of a simple form of certificate. To quote from the recently 
issued circular of information for depositors : 

Deposits are evidenced by postal savings certificates issued in fixed 
denominations of $1, $2 , $5 , $10, $20 and $50, each bearing the name 
of the depositor, the number of his account, the date of issue, the name 
of the depository office and the date on which interest begins. The 
postmaster or his representative will make out a duplicate of each 
certificate issued, which the depositor will be required to sign and which 
the postmaster will retain in his records [paragraph 11]. 

The old certificate is canceled and a new one given out at the 
time of each deposit (except interest credits) and at the time of 
each withdrawal. There seems to be little room for question that 
the certificate plan possesses the advantages claimed for it, viz. 
simplicity and economy of administration. 

Rate of interest 

The question of the rate of interest to be allowed to depositors 
naturally resolves itself into two questions : How shall the rate 
of interest be determined and what rate shall be adopted ? 

Taking up these questions in their order, it may be noted 

1 It was also advocated on the ground that certificates might serve as a medium of 
exchange in times of panic and give greater elasticity to our currency. Cf. Albany Law 
Journal, vol. lxx, pp. 346, 349. Among the certificate plans proposed the most 
unique and interesting was that embodied in the Burton bill; House Report no. 
21263, 60th Congress, First Session. The form of certificate proposed in that bill is 
described by Mr. Charles Hall Davis, in the Albany Law Review, vol. lxx, pp. 
344 et sea. 
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that, while in most countries the rate is fixed by law, in some, 
as for example in Italy, in Tasmania and in the Orange River 
Colony, the rate is fixed by administrative authority and varies 
from time to time according to the earnings realized on the 
bank's investments. Hamilton, 1 commenting upon the Italian 
method, says : " In fixing the rate of interest to be paid to de- 
positors, the Italian government has followed the true principle 
of savings-bank management, i. e. the rate is not fixed perma- 
nently, but it is determined from time to time by the earning 
power of the deposits." In the discussions in this country, both 
in Congress and outside, it seems to have been generally taken 
for granted that the rate of interest would be fixed by law. 
This plan appears to be the more reasonable one, when we con- 
sider that the postal savings bank was looked upon primarily as 
an institution for the encouragement of small savings — an insti- 
tution which would serve as a sort of feeder to other savings 
banks and other forms of investment where the interest yield 
would be higher. Furthermore, there are obvious political 
objections to placing in the hands of a politically partisan 
authority like the Board of Trustees the responsibility of deter- 
mining from time to time the rate of interest to be paid on the 
savings of depositors who presumably will soon be numbered 
by millions. 

The second phase of the interest question is that of the rate 
itself. There were several obvious reasons for a relatively low 
rate of interest. (1) It was generally admitted that the postal 
savings-bank system should be practically self-supporting and 
that the investment of its funds should be absolutely safe. This 
meant that the interest rate paid to depositors must be lower 
than that realizable on high-grade investments by a percentage 
sufficient to meet administrative expenses. (2) The proponents 
of postal savings banks were very positive in their claim that 
these banks would be feeders of other banks rather than com- 
petitors. Had not this contention been widely accepted as 
true, it is very doubtful if a postal savings-bank act could have 
been passed. If postal savings banks were not to compete with 

1 Savings Institutions, p. 370. 
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other banks, and if individual deposits, as soon as they reached 
substantial amounts, were to be transferred to other banks, the 
interest rate paid by postal savings banks must obviously not 
be as large as that paid by the best savings banks in the most 
populous sections of the country. 1 (3) If the rate of interest 
should be fixed too high at first, as for example in Canada, 2 it 
would be difficult to reduce the rate, because of political pres- 
sure ; if, on the other hand, experience should prove the rate 
to be too low, as has recently been discovered to be the case in 
the Philippines^ it could readily be raised. These considerations 
led to the selection of the rate of two per cent, " the same to 
be computed on such basis and under such rules and regulations 
as the Board of Trustees may prescribe " (section 7). This rate 
is a low one as compared with that paid in other countries. It 
is in fact the lowest rate paid on savings deposits by any postal 
savings bank in the world. 4 The United Kingdom pays 2.5 per 
cent, Canada 3 per cent, France 2.5 per cent, Japan 4.2 per 
cent, Austria 3 per cent, Hungary 3 per cent, Sweden 3.6 per 
cent and the Philippine Islands 2.5 per cent. When it is re- 
membered that the prevailing rate of interest is normally higher 
in the United States than in most countries of Europe, it is clear 
that Congress has not erred in the direction of fixing too high a 
rate. 

Under the authority (section 7) to prescribe rules and regu- 

■The National Monetary Commission, in its Special Report from Banks of the 
United States, as of April 28, 1909 (pp. 36-46), tabulates the average rate of interest 
paid on savings accounts by the different kinds of banks in the various states. These 
figures show the average rate paid by mutual savings banks in all states to be 3.85 
per cent, the lowest average in any state being in Pennsylvania, 3.32 per cent, and 
the highest being in West Virginia (only one bank), 4.5 per cent. The average 
rate paid by national banks in all states is 3.34 per cent, the average local rates 
ranging from 4.66 per cent in North Dakota to 2 per cent in the District of Columbia. 
The average rate paid by state banks is 3.71 per cent, the average local rates ranging 
from 5.14 per cent in North Dakota to 2.62 per cent in Delaware. The average rate 
paid by stock savings banks is 3.60 per cent, the average local rates ranging from 
4.35 per cent in Georgia to 2.71 per cent in the District of Columbia. 

'Hamilton, Savings Institutions, pp. 415-419. 

•Report of the Chief of the Bureau of Insular Affairs, 1910, p. 6. 

* See tables following p. 128, Senate Document no. 658, 61st Congress, Third 
Session. 
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lations regarding the computation of interest, the board has 
decided that compound interest shall not be allowed on an out- 
standing certificate, but that a depositor may withdraw interest 
payable and include it in a new deposit, which will bear interest 
at the regular rate ; and that no interest shall be paid on money 
which remains on deposit for a fraction of a year only. These 
restrictions appear on their face rather petty; they must be 
justified, if at all, on purely administrative grounds. 

Investment of funds 

Perhaps the most difficult question to solve in connection with 
the establishment of a postal savings-bank system in the United 
States was that of the investment of its funds. In most countries 
postal savings-bank funds are invested in the public debt. The 
facts that the public debt in the United States is small, that it 
is not looked upon as permanent and that it is so largely used 
as a security for bank-note circulation under our peculiar 
national banking system have for years been obstacles to the 
establishment of postal savings banks. 

Any feasible plan for the investment of funds, it was felt, 
must meet at least the following requirements : ( I ) the invest- 
ments must be safe; (2) they must yield a sufficient rate of 
interest to pay the interest due to depositors and the expenses 
of administration; (3) the funds must be kept for the most 
part in the local communities where the deposits are received ; 
(4) the investments must take such a form as to make the postal 
savings-bank system constitutional. In the light of these 
postulates, let us consider some of the salient points in the 
history of the investment provisions of the Postal Savings Bank 
Bill in the progress of that bill through Congress. 

According to the bill as it stood a few days before its first 
passage in the Senate, the funds received on deposit were 
normally to be deposited (except for a small cash reserve fund 
at Washington), at not less than two and one-fourth per cent 
interest, in banks situated in the locality where the deposits 
were received, " substantially in proportion to the capital and 
surplus of each such bank " ; and the money was not to be 
withdrawn except to pay depositors when demanded. These 
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deposits were to be secured by such indemnity bonds as the 
Board of Trustees might prescribe. A bank might deposit 
acceptable collateral in lieu of an indemnity bond. These pro- 
visions appeared to a majority of the Senate to meet the re- 
quirements of safety and of an adequate interest yield, and to 
keep the funds in the local community as effectually as any plan 
that could be devised. Shortly before the bill came to its vote 
in the Senate, however, it was vigorously attacked on the 
ground of unconstitutionality, particularly by Senators Rayner, 
of Maryland, Bailey, of Texas, and Root, of New York; the 
principal defenders of the constitutionality of the bill were Sen- 
ators Sutherland, of Utah, and Bradley, of Kentucky. The 
constitutional arguments were on an unusually high plane. 
The constitutionality of the bill was defended, of course, under 
the doctrine of implied powers. Ignoring the discussion over 
the " welfare clause " of the Constitution, which on the one side 
was interpreted to mean almost everything and on the other 
side to mean almost nothing, we find the proponents of consti- 
tutionality basing their arguments chiefly on three clauses of 
the Constitution. (1 ) The power " to coin money" and " regu- 
late the value thereof " was to be interpreted " to confer upon 
Congress the power not only to coin money but to provide and 
maintain an adequate currency for the country." Postal sav- 
ings banks would be a proper means to that end, since they 
would call money out of hoards and keep it in circulation. 1 
(2) The power " to regulate commerce . . . among the several 
states " justified the establishment of a postal savings-bank sys- 
tem, since these banks would assist interstate commerce in a 
most vital way, in bringing money into circulation and provid- 
ing for the people an adequate supply of currency. 2 (3) The 
power " to establish post-offices and post-roads," Senator 
Sutherland further contended, has been broadly interpreted and 
acted upon as though it read : " Congress shall have power to 
establish, organize and define the functions of a postal depart- 
ment." In no other way can the broad powers now exercised 

•Senator Sutherland, Congressional Record, March 2, 1910, pp. 2652, 2653. 
* Ibid. pp. 2653, 2654. 
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by the Post Office Department be justified — powers such as that 
of the postmaster-general to negotiate and conclude postal 
treaties and conventions with foreign countries, and that of 
providing for the issuing of money orders, both foreign and 
domestic. " 

To these arguments the most effective reply was that made 
by Senator Bailey. No power, he maintained, had been con- 
ferred upon Congress to establish institutions for the encourage- 
ment of economy and thrift, which was the real and declared 
purpose of the proposed legislation. Nor could such a power 
be brought by implication under any power expressly conferred 
upon the federal government. Under the coinage clause, he 
said, Congress has the power and the duty to provide the 
country with an adequate circulation, but when it " has exer- 
cised that power and performed that duty and the money so 
coined or issued has passed into the hands of the individual 
citizen, it is his private property and he has a right to do what- 
ever he pleases with it." 2 With reference to the claim that 
the right to establish a postal savings-bank system was implied 
in the commerce clause of the Constitution, Senator Bailey said : 

Banking is not commerce ; but ... if it were admitted that the bank- 
ing business is commerce within the meaning of the Constitution, such 
an admission would not justify this bill, because the only commerce 
which is subject to federal regulation is a commerce among the several 
states, or with Indian tribes, or with foreign nations. ... To receive 
money at the post-office and to deposit it in a bank situated in the same 
community is not commerce at all ; and certainly it is not interstate or 
foreign commerce. 3 

With reference to the claim that the right of Congress to create 
a postal savings bank was implied in the power conferred by 
the Constitution to establish post-offices and post-roads, he said : 

There is absolutely no pretence that the deposit of private money with 
a postmaster, and the redeposit of it by him in a bank, has, or is in- 
tended to have, any connection with the use of the mails. It is a fiscal 

1 Congressional Record, March 3, 1910, p. 2655. 

1 Ibid. March 3, 1910, p. 2689. l Hid. pp. 2687, 2688. 
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operation pure and simple, without the remotest relation to a post- 
office or a post-road as they were understood by the fathers when they 
framed our Constitution or as they are understood by us today. The 
Congress of the United States has just as much right and power to re- 
quire our postmasters to act as commission merchants as it has to re- 
quire them to act as bankers." 

The constitutional status of the bill seemed weak even to 
many of its proponents, and a number of amendments were 
proposed calculated to give it a firmer position. These amend- 
ments for the most part undertook to make the bank more of 
an instrument for the borrowing of money by the federal gov- 
ernment, and thereby to bring it under the constitutional power 
" to borrow money on the credit of the United States." Some 
of these amendments went much farther than others ; but the 
so-called Smoot amendment appeared to be the only one which 
could at the same time accomplish the purpose of making the 
bill constitutional and command a majority vote of the Seriate. 
This amendment provided : 

That when, in the judgment of the President, war or any other exig- 
ency involving the credit of the Government so requires, the Board of 
Trustees may withdraw all or any part of said funds from the banks 
and invest the same in bonds or other securities of the United States.' 

Senator Root said : 

I deem it my duty, in governing my own conduct and in expressing 
my opinions regarding this bill to my fellow Senators, to say that, with- 
out the amendment that I introduced or some one of these other 
amendments embodying the idea of investment in government bonds, 
the bill is not within the constitutional power of Congress. I do not 
think that as it now stands it can be brought within the just description 
of any means necessary and appropriate or adapted or suitable or tend- 
ing toward the exercise of any of the powers conferred. 

Senator Root thought that the Smoot amendment, although not 
satisfactory to him, would 

furnish probably a constitutional basis for the proposed legislation, be- 
1 Congressional Record, March 3, 1910, p. 2688. ' Ibid. p. 2720. 
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cause it would present a purpose on the part of Congress to gather 
these earnings from the people and put them in such a position that 
the Government can call upon them whenever it has real need. 1 

Senator Bailey admitted that the proposed amendment might 
make it possible for the court to hold the bill constitutional, but 
he declared that 

it would still be none the less unconstitutional, according to the con- 
science of every Senator, because we all know that its purpose is not 
to borrow money, and to incorporate such a provision in it would be a 
palpable subterfuge invented to deny the court the right to consider 
the bill according to its real purpose. 5 

The Smoot amendment passed the Senate ; but its further con- 
sideration here is unnecessary because of the radical changes in the 
investment provisions of the bill which were made in the House. 
By these changes the bill was greatly strengthened in its consti- 
tutional position, under the clause conferring upon Congress 
the power to borrow money on the credit of the United States. 
It was strengthened, however, at the expense of that other re- 
quirement which so many believed essential to a satisfactory 
law, i. e. the requirement that the moneys deposited in postal 
savings banks should be kept as far as possible in the local 
communities where the deposits were made. Postal savings 
bank funds (section 9) are divided into three parts : ( 1 ) The 
five-per-cent reserve fund, already mentioned, 3 to be kept in 
lawful money in the Treasury of the United States. (2) A 
sum normally amounting to 65 per cent of the amounts received 
on deposit, to be kept in solvent banks, organized under 
national or state laws. This portion is to be deposited, in each 
city, town or village where received, in banks located therein 
and willing to receive such deposits under the terms of the act 
and the regulations made under its authority 4 ; and such local 

1 Congressional Record, March 4, 1910, p. 2761. 

2 Ibid. March 3, 1910, p. 2688. * Supra, pp. 480, 481. 

* Section 9 of the act further provides: " If no such bank exist in any city, town, 
village, or locality, or if none where such deposits are made will receive such deposits 
on the terms prescribed, then such funds shall be deposited under the terms of this 
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deposits are to be made substantially in proportion to the capital 
and surplus of each such bank. (3) A sum not exceeding 30 
per cent of the amount of postal savings funds, which " may at 
any time be withdrawn by the trustees for investment in bonds 
or other securities of the United States. ..." 

Any or all of the funds on deposit in banks " may be with- 
drawn for investment in bonds or other securities of the United 
States, but only by direction of the President, and only when, 
in his judgment, the general welfare and the interests of the 
United States so require." The provision in the Senate bill, 
that banks might give indemnity bonds as security for deposits 
of postal savings-bank funds, was cut out, and in its place was 
inserted the provision : " The Board of Trustees shall take from 
such banks such security in public bonds or other securities, 
supported by the taxing power, as the board may prescribe, 
approve, and deem sufficient and necessary to insure the safety 
and prompt payment of such deposits on demand." 

These provisions for the regular or contingent purchase of 
government securities were supported on the following grounds : 
the greater safety of the funds invested in government bonds 
or secured by them ; the stronger constitutional position given 
to the bank; and the fiscal advantage to the government in 
times of emergency. They were opposed principally on the 
ground that they would result in the withdrawal of funds from 
the local communities and their transfer to financial centers. 1 

Act in the bank most convenient to such locality. If no such bank in any State 
or Territory is willing to receive such deposits on the terms prescribed, then the 
same shall be deposited with the treasurer of the Board of Trustees, and shall be 
counted in making up the reserve of five per centum." 

1 Cf. views of minority members of Senate Committee on Post-Office and Post- 
Roads, House Report no. 1445, 61st Congress, Second Session, pp. 102, 103. Sen- 
ator Heyburn of Idaho said, referring to the bill in its final form, a few days before 
it became law: " This is a through ticket to the money of the country to New York. 
There is no return ticket in this bill." Congressional Record, June 20, 1910, p. 
8816. See also the speech of Senator Bacon of Georgia. Ibid. June 21, p. 8947. 

For a criticism of postal savings banks on the ground that they will draw money 
away from local investments, where it is most needed, and cause it to flow into in- 
vestments of a national character bearing low rates of interest, see article by George 
E. Roberts in North American Review, February 15, 1907. 

The provision that the funds deposited in banks might be withdrawn and invested 
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In view of the great mobility of moneyed capital, it must 
be very doubtful whether the postal savings bank will succeed 
in keeping its funds in the communities where the deposits are 
received through the expedient of redepositing about two-thirds 
of them in local banks. As security for these deposits, the 
local banks must purchase satisfactory " public bonds or other 
securities supported by the taxing power." In a very consid- 
erable proportion of cases, certainly, these will not be local 
securities, nor will they be securities which otherwise would 
have been purchased by the banks. Once received on deposit 
in the local banks, postal savings-bank funds, like other funds, 
will seek the best market, whether that market be in the local 
community or in one of the great money centers. At certain 
seasons of the year it will normally be in one and at certain 
other seasons in the other. 1 The mobility of moneyed capital 
is by no means perfect ; under our highly decentralized banking 
system it is very imperfect, as is shown by the differences of inter- 
est rates on investments of similar safety in different parts of the 
United States. Even here, however, moneyed capital seems to 
flow from the cheaper to the dearer market more readily than 
does any other class of economic goods. The differences in 
interest rates on similar security in different sections of the 
country are apparently breaking down ; and it is the expectation 
of many that they will be largely obliterated by the banking re- 
forms soon to be proposed by the National Monetary Commission. 
It is very questionable whether it would be desirable, if it were 
possible, for postal savings-bank restrictions to keep the money 
received on deposit in the local communities where it is received, 
in case legitimate demands for capital should give it a substan- 
tially higher value elsewhere. It is not to be desired that capi- 
tal be prevented from flowing to the best market, but that the 
" rules of the game " be so improved that the best market will 
always be a legitimate market. 

in United States securities by direction of the president, whenever in his judgment 
the general welfare so required, was strongly criticized on the ground that it placed 
a large and dangerous power in the hands of the president. 

1 Cf. Kemmerer, Seasonal Variations in the Relative Demand for Money and Cap- 
ital in the United States (Senate Document no. 588, 61st Congress, Second Session), 
chaps. 2-4. 
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Closely related to the subject of the investment of postal 
savings-bank funds in government bonds is the provision (sec- 
tion 10) that any depositor in a postal savings depository may 
surrender his deposit, or any part thereof, in sums of $20, $40, 
$60, $80, $100 and multiples of $100, and $500, and receive 
therefor the amount surrendered in United States coupon or 
registered bonds of the denominations mentioned above. These 
bonds are to bear interest at the rate of two and one-half per 
cent, payable semi-annually, and to be redeemable one year 
from date and payable 20 years from date. They may be issued 

only (first) when there are outstanding bonds of the United States 
subject to call, in which case the proceeds of the bonds shall be applied 
to the redemption at par of outstanding bonds of the United States 
subject to call, and (second) at times when under authority of law 
other than that contained in this Act the Government desires to issue 
bonds for the purpose of replenishing the Treasury, in which case the 
issue of bonds under authority of this Act shall be in lieu of the issue 
of a like amount of bonds issuable under authority of law other than 
that contained in this Act. 

Aside from its relation to the subject of the retirement of 
United States two-per-cent bonds and to various proposals for 
banking reform — subjects to be referred to later — this provision 
has four distinct merits, which may be called respectively legal, 
educational, political and fiscal. (1) The legal merit is that it 
strengthens the constitutional position of the bank as an instru- 
ment of the federal government with which to borrow money 
on the credit of the United States. (2) The educational merit 
is that it encourages thrift by providing a safe investment for 
postal savings-bank depositors when their deposits reach the 
maximum of $500 authorized by law, and that it encourages 
the beginning of investments (as contrasted with bank deposits) 
by offering to the poor man perfectly safe bonds in small 
denominations which yield an interest rate larger by one-half 
of one per cent than the rate paid on postal savings-bank de- 
posits. (3) The political advantage is that it tends to place the 
public debt more largely in the hands of the poorer classes, as 
is the case in France, and to tie their interests more closely to 
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those of the government. (4) The fiscal advantages are : that 
it will in time presumably give the government the power to 
float bonds (not carrying the privilege of being used as security 
for national bank-note circulation) at a substantially lower rate 
of interest than would otherwise be possible ; and that it opens 
a possible way for the conversion of the $63,945,460 three- 
per-cent bonds of 1908—18 now payable at the pleasure of the 
government. 

The investment features of the Postal Savings Bank Act can 
not be fully understood except in connection with the general 
subject of banking reform in the United States. While Con- 
gress was passing the Postal Savings Bank Bill, the National 
Monetary Commission was at work on the broader subject of 
banking reform. One of the greatest defects of our national 
banking system is generally admitted to be the bond-secured 
circulation. By reason of the privilege of being used as security 
for bank-note circulation, these $731,000,000 two-per-cent 
bonds command a price much higher than they could otherwise 
command in the market. The banks have purchased them in good 
faith, and if the circulation privilege is to be taken away, the 
government is clearly under obligation to protect the banks 
from loss. The investment of postal savings-bank funds, it was 
argued, would provide a method for the purchase of these 
bonds at par when the circulation privilege was taken away 
from them, * and they might then be converted by the govern- 
ment into bonds bearing a proper rate of interest from the fis- 
cal point of view. 

The opposition to authorizing the investment of postal sav- 
ings-bank funds in two-per-cent bonds was very strong, par- 
ticularly in the Senate ; and to save the bill from defeat an 
amendment proposed by Senator Borah was adopted shortly 
before the bill came to its first vote in the Senate. It provided 
" that no part of said funds shall, in any event, be invested in 
bonds or other securities bearing interest at less than two and 
one-fourth per cent per annum." This amendment, however, 

1 Cf. Speech of President Taft on the subject of the Postal Savings Bank, Milwau- 
kee, September 17, 1909, Congressional Record, February 17, 1910, pp. 2048-2050. 
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did not survive the overhauling which the bill received in the 
House ; and when the bill was returned to the Senate it con- 
tained no limitation whatever as to the character of United 
States securities in which postal savings-bank funds might be 
invested. Despite considerable opposition in the Senate on 
this ground, * the bill as passed by the House became law, with- 
out any such limitation. Should it be decided, therefore, to 
retire the bond-secured national-bank-note circulation, in order 
to make way either for an exclusive issue of bank notes by a 
banker's bank, like the proposed Reserve Association of 
America, or for the issue of an asset currency by existing 
national banks, there is nothing in the law to prevent the ad- 
ministration from investing postal savings-bank funds in the 
existing two-per-cent bonds. Whether the government should 
convert these bonds when purchased by the trustees into an 
issue of bonds yielding a higher rate of interest, or should make 
good out of its revenues the deficit which would result in the 
postal savings-bank account by reason of the investment of its 
funds in bonds yielding so low a rate of interest, would be 
largely an administrative question and would make little differ- 
ence to the United States Treasury. 

Expense of administration 

The debates in Congress show clearly that it was the inten- 
tion of the advocates of the postal savings-bank system to make 
it self-supporting. Whether that intention will be realized or 
not is a matter for the future to decide, and speculation on the 
question is at present hardly worth while. It may be helpful, 
however, briefly to summarize the present situation. Deduct- 
ing the five-per-cent cash reserve which the law requires to 
be kept in the Treasury at Washington, 95 per cent of the 
deposits may be expected to yield interest to the government. 
Assuming that the trustees will keep the 65 per cent on deposit 
in banks at two and one-half per cent interest, the rate which 
they have recently decided upon (the minimum permitted by 
law being two and one-fourth per cent) , and that they will in- 

1 Cf. Congressional Record, June 21, 1910, pp. 8945 et seq. 
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vest the maximum amount allowed under normal conditions, 
viz. 30 per cent, in United States bonds at an interest yield of 
two and one-half per cent, we arrive at a yield of 2.375 P er 
cent on each one hundred dollars of deposits received by the 
postal savings banks. 1 Two per cent interest is paid to deposi- 
tors, so that there is left about three-eights of one per cent to 
cover all administrative expenses. This is a rather low percent- 
age, as compared with the cost of administering postal savings 
banks in other countries. The figures compiled by the 
National Monetary Commission 2 on the subject show wide 
variations of expense in different countries, and also in the 
same country from year to year. In the United Kingdom, for 
example, the highest percentage in any year was 1.47 (1878), 
and the lowest was 0.34 (1905) ; and in France the range was 
from 0.76 per cent (1882) to 0.37 per cent (1905). For 1908 
the highest percentage reported was 1.35 in Austria and the 
lowest was 0.23 in Italy. The value of these statistics is 
lessened by the fact that we do not know how they were com- 
puted. They are more likely to be understatements than over- 
statements ; for many items, such as the expense for franked 
mail and for the services of higher officials, are rarely, if ever, 
included. Postmaster-General Hitchcock 3 believes that the 
system, if " wisely planned and administered, will prove to be 
a success from a financial standpoint." In arriving at this 
opinion he lays particular stress upon the fact that much of the 
necessary administrative machinery, including clerical help, is 
already at hand in the 5 1 ,824 money-order post-offices of the 
country. The government will certainly do well if it succeeds in 
keeping the actual administrative expenses down to anything 
like three-eighths of one per cent. 

The immediate occasion, it will be recalled, of the strong 
agitation that led to the establishment of a postal savings-bank 

1 If we assume the interest yield on United States bonds to be three per cent, then 
the postal savings-bank funds would give the government 2.525 per cent instead of 
2.375 per cent. 

* Notes on the Postal Savings- Bank Systems of the Leading Countries, p. 58. 

8 Letter to Senator Thomas H.Carter, dated January 3, 1910; Congressional Record, 
February 4, 1910, p. 1519. 
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system was the panic of 1907. In the discussions concerning 
the bill it was therefore natural that much should be said of the 
position and influence of postal savings banks in times of panic. 
With the normal division of the funds received on deposit into 
three parts — five per cent held in cash at Washington, 30 
per cent invested in United States government securities and 
65 per cent kept on deposit in selected banks and secured 
by high-grade securities supported by the taxing power — there 
need be little fear concerning the safety or availability of 
the funds in times of panic. Postal savings banks have ex- 
isted for years in most of the principal countries of the world 
and serious " runs " on them are almost unknown. 1 It is less 
easy to answer the question : How would the postal savings 
bank function with other banks in times of crisis? Upon this 
question the debate brought forth wide divergence of opinion. 
The advocates of postal savings banks took the position that 
they would greatly strengthen the financial situation in times of 
panic. At such times, they reasoned, the public would main- 
tain confidence in government savings banks, no matter how 
much they should lose confidence in other banks. If they 
withdrew money from other banks, instead of hoarding it they 
would deposit it in postal savings banks, and these in turn would 
redeposit it in the local banks. From the depositor's point of 
view the result would be a loss of interest but the securing of a 
virtual government guaranty of his deposit; the local banks 
would have the same money they had before, only the govern- 
ment would be the depositor at say two and one-fourth per cent 
interest instead of the individual at a presumably higher inter- 
est rate. On the other side it was urged that the difference 
between the interest rate paid by the postal savings bank and 
that paid by the other banks would be a matter of slight con- 
sequence in times of panic, safety of deposits being the great 

1 In 1893 there were runs on the postal savings banks in France, as a result of 
charges that the people's money was being sunk in the building of the Panama Canal. 
Economist, vol. li, p. 127. There were also runs a few years ago on some postal 
savings banks in England, because a political speaker made the assertion that the 
whole of the postal savings-bank deposits had been lost in the South African War. 
Bankers' Magazine (London), vol. lxxxii, p. 402. 
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consideration ; and that the accessibility of postal savings banks 
would result in excessive withdrawals from other banks, many 
of which would otherwise not have been made, in order to take 
advantage of the absolute safety offered by the government 
banks. The money so withdrawn would not flow back quickly 
to the local banks, it was argued, because the proposed law re- 
quired the local banks to pledge as security for the deposit of 
postal savings-bank funds high-grade securities supported by 
the taxing power. How could the banks obtain money to pur- 
chase such securities in times of panic? 

It is dangerous to prophesy what will happen in times of 
panic ; an unbiased view of the situation, however, hardly seems 
to justify the optimism of the proponents of the postal savings- 
bank system or the pessimism of its opponents. The difficulty 
of securing, in times of panic, satisfactory collateral to pledge 
for deposits of postal savings-bank funds would undoubtedly be 
a real one. It would be mitigated, however, by the facts : 
( I ) that the range of securities allowed by law is a very wide 
one, and that the trustees would doubtless be as liberal as would 
be consistent with safety in interpreting the law at such times ; 
( 2 ) that many banks would be owners of acceptable securities, and 
in many other cases such securities could probably be borrowed. 
Apprehension that large sums of money would suddenly be 
withdrawn from other banks for redeposit in postal savings 
banks in times of panic is in some degree lessened by the fol- 
lowing considerations : ( I ) many or the most timid depositors, 
especially the foreign-born, will presumably keep their accounts 
in the government banks; (2) the great majority of depositors, 
as experience shows, never attempt to withdraw their savings 
deposits in times of panic ; (3) savings banks generally reserve 
the right of requiring notice of 30 days or more for the with- 
drawal of any considerable sums ; (4) no one is permitted to 
deposit more than $100 in any one calendar month in a postal 
savings bank, and no account can exceed $500 exclusive of 
accumulated interest. Finally, it is to be hoped that, before 
another panic occurs, our banking system may be so perfected 
that any solvent bank with good assets can count upon adequate 
assistance in case of a " run." 
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Soon after the passage of the act the Board of Trustees de- 
cided that the $100,000 appropriated for inaugurating the system 
should be used to open one depository in each state and territory 
with the beginning of the new year. Such depositories were 
opened in forty-eight towns. At the end of February, these 
towns reported 3664 open accounts, with total deposits of 
$133,869. Congress made an appropriation of $500,000 at 
the last session, which was made immediately available to 
enable the postmaster-general to extend the system. Up to 
July, 850 postal savings depositories had been established, and it 
was believed by the Post Office Department that deposits would 
aggregate $1,000,000 by July 1. "The purpose of the officials 
to designate a hundred and fifty or more new postal savings 
offices a week, until all of the forty thousand money-order post 
offices of the country have been made available for savings, 
measures their enthusiasm over the success of the new system." 1 

The postal savings-bank system has thus been inaugurated 
on a small scale and with nothing like the elaborateness of 
plan or of function found in most countries. Wide discretionary 
powers, however, are given to the trustees, and they are extend- 
ing and adapting the system with a wise conservatism. The 
success of postal savings banks in other countries, wherever 
fairly tried, is an earnest of their future usefulness in the United 
States. 

E. W. Kemmerer. 
Cornell University. 

'National City Bank, United States Securities and Government Finance, July 1, 
I9li,p. 3. 



